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LESSON  VI. 
Capital  and  Capitalistic  Production. 

The  complexities  arising  from  the  division  of  labor,  and 
the  growing  use  of  machinery,  have  added  to  the  number  of 
stages  in  production  and  the  period  of  time  over  which  the 
whole  process  is  spread.  This  involves  a  greater  use  of  tools 
and  machinery,  and  hence  increases  the  importance  of  eapiUI 
in  the  industrial  process. 

The  Roundabout  Process. 

In  the  organiziBtion  of  industry  it  has  been  discovered  that 
a  greater  result  is  obtained  by  producing  goods  in  roundabout 
ways  than  in  producing  them  directly.  Where  a  good  can  be 
produced  in  either  way,  we  have  the  fact  that,  by  the  indirect 
way,  a  greater  product  can  be  obtained  by  the  expenditure  of 
labor  than  by  the  direct  method.  Rut  beyond  this,  the  superi- 
ority of  the  indirect  way  manifests  itself  in  being  the  only 
way  that  certain  goods  can  be  obtained.  So  important  is  the 
roundabout  method  of  production  that  society  could  never 
abandon  it  and  go  back  to  the  primitive  form  of  direct 
production.  An  example  will  make  this  clear.  Eugen  von 
Boehm-Bawerk,  in  The  Positive  Theory  of  Capital,  says : 

"I  am  short-sighted,  and  wish  to  have  a  pair  of  spectacles. 
For  this  I  require  ground  and  polished  glasses,  and  a  steel 
framework.  But  all  that  nature  oifers  toward  that  end  is 
silicious  earth  and  iron  ore.  How  am  I  to  transform  these  into 
spectacles?  Work  as  I  may,  it  is  as  impossible  for  me  to  make 
spectacles  directly  out  of  silicious  earth  as  it  would  be  to  make 
the  steel  frames  out  of  the  iron  ore.  Here  there  is  no  imme- 
diate or  direct  method  of  production.  There  is  nothing  for  it 
but  to  take  the  roundabout  way,  and,  indeed,  a  very  roundabout 
way.  I  must  take  the  silicious  earth  and  fuel,  and  build  fur- 
naces for  smelting  the  glass  from  the  silicious  earth ;  the  glass 
thus  obtained  has  to  be  carefully  purified,  worked  and  cooled 
by  a  serie  of  processes ;  finally,  the  glass  thus  prepared — again 
by  means  of  ingenious  instruments  carefully  constructed  be- 
forehand— is  ground  and  polished  into  the  lens  fit  for  short- 
sighted eyes.  Similarly,  I  must  smelt  the  ore  in  the  blast 
furnace,  change  the  raw  iron  into  steel,  and  Tr.  \e  the  frame 
therefrom — processes  that  cannot  be  carried  through  without 
a  long  series  of  tools  and  buildings  that,  on  their  part  again, 
require  great  amounts  of  previous  labor.  Thus,  by  an  increas- 
ingly roundhabout  way,  the  end  is  obtained." 

Illustrations  might  be  greatly  multiplied,  but  the  above 
admirably  proves  the  point  made.   It  would  be  impossible  to 


carry  on  vast  industrial,  financial  and  tranaportation  enter- 
prisps  without  recourse  to  the  roundabout  method.  That 
method  has  won  its  way  because  of  its  efficiency  and  the  reaulti 
achieved. 

Inereaaing  Use  of  Maehinerii. 

The  capitalistic  process  involves  an  incrr.ised  use  of  ma- 
chinery. Machinery  hna  invaded  almost  every  line  of  produc- 
tion, and  has  displace!  the  labor  of  man.  This  does  not  mean, 
of  course,  that  there  is  less  work  for  men  to  perform;  on  the 
contrary  there  is  greater  and  steadier  employment  because  of 
the  preater  productiveness  of  machine  methods.  Compare, 
for  example,  the  results  achieved  in  the  malcinsr  of  pins  under 
primitive  and  modem  conditions. 

In  the  manufacture  of  nins,  the  first  operation  is  that  of 
straisrhteninjf  the  wire.  This  was  done  by  a  wire  straightening 
machine  in  former  times,  as  at  present;  but  the  time  under  the 
modem  method  is  a.s  1  to  40  under  primitive  methods.  Under 
the  machine  methods,  in  the  second  operation,  the  wire  is  cut 
and  the  pins  headed  and  pointed  by  machines,  12  of  which  may 
be  tended  by  one  person.  Under  the  hand  method  the  pin  was 
made  :n  two  parts,  the  head  being  made  in  the  form  of  a  coil 
and  closed  on  the  end  of  the  shaft.  It  required  seven  opera- 
tions to  makt  the  pin  under  this  method,  and  the  time  required 
VIS  spventy-three  times  as  long  as  when  done  by  modem 
machinery.  Whitening  the  pins  was  accomplished  by  means 
of  a  whitening  tank  operated  by  hand  as  is  done  now.  But  to- 
day thp  process  is  fifteen  times  shorter  than  under  the  old 
conditions.  The  operation  of  drying  and  cleaning  the  pins  is 
now  performed  by  a  fanning  mill;  formerly  a  drying  pan  was 
used  that  took  twenty  times  as  long.  The  pins  were  formerly, 
as  now,  polished  in  a  tumbling  barrel,  but  the  time  consumed 
is  as  1  to  15. 

Pin-sticking  machines  are  used  to-day  to  stick  the  /ma  in 
paper.  Under  the  hand  method  this  is  accomplished  in  two 
open^tions,  crimping  the  paper  and  sticking  in  the  pins.  Fold- 
ing the  papers,  packing  and  labeling,  require  much  less  time 
under  the  machine  than  under  the  hand  method.  And  finally, 
the  power  used  under  the  two  methods  is  enormously  in  favor 
of  the  capitalistic  process. 

A  gi  eat  change  has  come  ove  machine  industiy 
in  recent  yeara — a  change  perhaps  as  far  reaching 
in  ts  effects  as  took  place  at  the  time  of  the  Indus- 
trial Revolution.  Formerly  old  tools  were  venerated 
and  carefully  preserved  as  long  as  they  could  be 
used.  Now  the  aim  is  to  obtain  the  full  Kfe-serviee 
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in  the  $korteat  po»$ible  time,  and  then  to  consign 
^tooltotk*  terap  heap.  In  this  way  tooU  are 
worn  out  long  before  they  have  become  obeoUte  in 

design.  All  this  is  aeeompUshed  without  exhaiust' 

ing  toil  on  the  part  of  the  operative,  for  the  machine 
has  relieved  him  of  most  of  the  hard  work.  Espe- 
cially is  this  noticeable  in  the  handling  of  hear)) 
materials.  The  mechanic  of  to-day,  who  is  engaged 
in  rtvetinff  a  boiler  or  a  bridge  structure,  no  longor 
spends  ten  hours  a  day  in  striking  blows  with  mono- 
tonous  regularity,  but  he  controls  the  steam  or  hy- 
dravlic  machi^ie,  n  sort  of  giant  hand,  which  presses 
the  red-hot  rivet  into  place  with  a  sir  nle  silent 
situeeze  of  its  powerful  finger  far  mora  effectually 
than  can  be  done  by  two  str<mg  men  sirmng  one 
hundred  blows  each  with  a  rivetor'shammor.  This 
has  been  prowtf  by  offieM  tsst§» 

The  Cree^on  of  CapUol 

It  is  generally  stated  by  economists  that  all  capital  has 
•risen  through  labor  and  saving.  Land,  on  the  contrary,  is  the 
gift  of  the  Creator  and  its  origin  cannot  bs  «Ki»l«iiMd  from  th« 
point  of  view  of  either  labor  or  saving. 

These  propositions  have  been  attacked  in  recent  yean  hr 
certain  American  economists,  and  particularly  by  Professor 
Davenport,  of  the  University  of  Missouri.  It  is  his  contention 
that  land,  in  the  economic  sense — land  that  has  market  value — 
is  not  diffei'ent  in  its  origin  and  nature  from  any  other  capital 
good.  It  must  be  noted  carefully  that  his  statement  applies 
to  "economic  land."  La  d  which  is  fr^-  is  no  more  to  be  re- 
garded as  an  economic  K"od  than  air  or  aunshine — ill  of  them 
useful,  perhaps  r     ssarv,  hut  in      sense  econorr  '):>ds. 

It  is  "laintn  ed  by  V  cnpn?  nd  his  folic /t  .-,  ihat  not 
all  capita,  tins  '  n  creat*  i  by  I  .  A  Jiamond  in  the  rough 
is  capital— it  may  be  stumbled  ui  a.  A  water-fall  which  will 
furnish  motive  power  is  valuahia.  snd  an  economic  good — a 
capital  good,  and  yot  it  has  not  Itei  any  hor  origin.  Good 
wine  that  changes  into  better  v  and  htnce  more  valuable 
wine,  cannot  be  said  to  have  »  "^>.  value-iMrease  to  tte 
expenditure  of  labor. 

Neither  have  these  capital  gu  n  great  part,  been  saved 
from  the  products  of  past  labor.  \  franchise  is  a  valuable 
capital  good,  but  it  is  neither  creat*  *  by  labor  nor  does  it  owe 
its  origin  to  saving. 

And  land,  on  the  other  hand,  s  y  tr  ^e  economic  sense, 
has  been  created  in  part  by  labor.  S  -nps  ;irp  drained,  tim- 
ber is  cleared  and  a  hundred  and  one  p.     ioes  i  Mo'^^  before 
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■ome  land  hai  any  economic  value.  It  owm  that  market  value 
to  the  labor  expended  upon  it.  And  so,  when  one  projer*  ^  a 
new  railway  into  a  vast  virgin  territory,  the  land  immediately 
acquires  value.  In  that  sense  it  has  been  economically  created. 
Land  may  be  denuded  of  its  fertility,  and  worn  out.  There- 
fore, in  a  very  real  sense  it  may  be  said  also  that  much  land  is 
"saved"  in  the  same  way  as  many  e^;>ital  goods. 

Takinar  this  point  of  view,  no  real  economic  distinction 
can  be  drawn  between  capital  goods  and  economic  land.  Both 
are  capital  in  the  meaning  of  the  deflnition  given:  **CS^rftal  ii 
wealth  held  for  acqui.sitive  purposes." 

Capital  to  the  Individual  and  to  Society. 

The  difference  between  the  attitude  of  the  individual  and 
that  of  society  at  large  to  what  is,  and  what  ia  not,  eapHal  hat 
been  already  emphasized.  But  further  re'?««nee  may  M  made 

here  to  make  the  point  clear. 

Stocks,  bonds  and  securities  yield  an  ;ome  to  the  owner, 
and  are  regarded  by  him  as  part  of  his  capital.  But  in  them- 
selves, such  securities  are  merely  evidences  of  ownership  or 
indebtedness.  A  stock  certificate  states,  that  the  holder  has 
certain  fractions  of  ownerriiip  in  a  given  concrete  thing  or  eets 
of  things.  A  bond  is  a  mere  promise  to  pay.  Bonds  that  are 
issued  by  corporations  relate,  as  a  rule,  to  some  form  of  capi- 
talistic enteri,rise.  But,  as  the  case  of  government  securities 
shows,  they  may  be  the  result  of  operations  that  are  quite 
wasteful.  The  funds  raised  hy  their  issue  may  be  wasted  on 
wars  or  upon  preparations  for  wara.  Though  cmital  to  the 
individual,  they  may  or  may  not  signify  the  creation  or  the 
existence  of  real  capital. 

In  making  i  summation  of  a  nation's  wealth,  therefore, 
evidences  of  indebtedness,  such  as  bonds,  may  not  always  hf 
counted  in.  Of  course,  securities  representing  Great  Britain'^ 
investments  in  foreign  countries — amounting  to  |?7,?Q0,000r 
000 — may  be  regarded  both  as  individual  and  a  '  ational 
wealth,  as  they  are  the  source  of  a  great  indiviuual  and 
national  income.  But  naturally,  within  the  confines  of  a  coun- 
try, we  can  not  include  in  the  sum  total  of  the  nation's  wealth, 
both  the  bonds  and  mortgages  and  also  the  milb,  faetories  ttd 
lands  on  which  these  mortgages  are  based. 

The  Loan  Fun  i. 

Hitherto,  in  our  study  of  capital,  emphasis  has  been  placed 
upon  the  nature  of  concrete  capital  goods.  But  another  im- 
portant division  of  capital — the  capital  which  is  referred  to 
for  the  most  part  in  business  discussion — is  that  unspecialiaed' 
form  of  capita]  known  among  ecOTomiata  as  the  lean  Amd 
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The  loan  fund  is  made  up  of  the  available  credit  of  private 
capitalists,  b  mks,  insurance  R'-'i  trust  and  Ic  n  companies  and 
the  like.  That  this  loan  fund  is  not  made  up  of  concn  t>  capi- 
Ul  goods— natertete,  tools.  macUnenr.  a|>pli«noe8.  Htocks  on 
the  merchants'  shelves,  etc.— is  «iite  dear.  Of  what,  then, 
does  this  loan  fund  consist? 

Part  of  the  loan  fund  la  made  up  of  the  savings  of  the 
people.  Money  earned  as  wag«s  gives  coinmairt  ow  eMCi^ 
goods  to  the  worker,  but  he  may  elect  to  deny  hiiBsttf  preawit 
gratifications  in  order  to  assure  himself  against  possible  want 
in  tlie  future.  A  part  of  the  worker's  earnings,  therefore,  will 
iO rrsaiium  payments  to  the  insurance  companies;  and  m 
til'  u  i^te  theaa  npresent  vast  sums  of  unspecializ^ 
f  i:  the  result  of  savinff.  The  insurance  company  will,  to 
tu  invest  these  funds  in  first  clasa  intaffMt-baariBff  m  'un- 
ties, either  bonds  or  mortgages. 

The  part  of  the  loan  fond  that  ariaas  thfoogli  saving  is 
x«adily  understood ;  but  there  is  also  aa  enormous  fund  of 
capital  which  arises  through  banking  transitctions  that  plainly 
do  not  represent  savings  at  all.  The  deposits  in  Canadian 
banks,  for  example,  more  than  doubled  during  the  last  decade. 
Do  these  represent  savings?  Every  banker  is  familiar  with 
the  fact  that  a  very  large  part  <nrea  its  origin  to  borrowing 
and  not  to  saving  at  idl.  .lUs  pcdnt  must  b«  taken  up  later  ia 
detail,  but  wme  lUgiil  elneldalioB  of  Hia  ivbjaei  nraal  ba  giv«i 
here. 

Where  actual  money— gold  and  Dominion  notes — ^ia  de- 
posited by  a  customer,  it  may  be  lent  to  borrowers  or  used  as 
a  reserve  by  the  bank.  But  if  we  conceive  of  the  banking  sys- 
tem of  Canada  as  an  aggregate  we  knov.  lhat  deposits  for  the 
most  part  are  merely  transfers  of  credit  from  one  branch  to 
another  or  from  one  bank  to  another.  The  clearing  system  is 
an  effective  demonstration  of  this.  Commonly  the  depoi^t^Mat 
bility  running  against  a  bank  is  the  outcome  of  accommodation 
already  given.  The  customer  discounts  his  note  or  gets  a  line 
of  credit;  the  bank  makes  a  loan  to  him  ...  the  form  of  an 
immediately  available  purchasing  power;  And,  as  a  rule,  the 
borrower  elects  to  take  that  purchasing  po  ver  in  the  form  of 
a  deposit  aeeoont,  raUwrHian  in  bank  notes.  Dominion  kf^"* 
tenders  or  gold.  The  capital  of  the  customer  is  r  '  increa.  i 
— he  has  the  same  goods  or  the  same  securities  as  before  the 
transaction.  But,  by  means  of  the  credit  transaction,  his 
specialized  form  of  wealth  is  made  available  as  a  purchasing 
power  which  gives  him  command  over  goods  in  general.  Capi- 
tal is  not  increased,  it  is  simply  made  more  effective.  Thua  we 
may  say  that  throui^  saving  <m  the  (me  hnid,  and  faf  eracHt 
traaaactitms  throoi^  tba  bimlu  <m  the  other,  the  Imb  tvai 


merely  represents  the  title  to  concrete,  tangible  economic  goodt 
or  to  services — ^that  is,  to  wealth  in  general,  whether  it  b« 
material  or  immaterial  in  form. 

We  are  all  familiar  ivith  the  oft-repeated  adyiet 

against  incurring  debt;  and  many  are  the  homilies 
delivered  on  the  virtues  of  saving.  But  one  of  the 
wealthiest  men  in  America  attributes  his  success  to 
the  fact  that  he  knew  how  to  go  into  debt  on  the 
right  basia.  He  placed  his  mvings  beyond  his  reach, 
and  kept  in  debt  for  the  purpose  of  saving  more. 
And  many  are  the  criticisms  levied  against  the 
Canadian  people  because  of  their  great  contracted 
obligations  and  expenditures  in  recent  years.  The 
only  point  worth  considering  is :  Have  our  borrow- 
ings been  wisely  invested?  Have  they  been  pro- 
ductive expenditures  f  To  keep  in  the  van  of  pro- 
gress Canada  must  borrow  in  increasing  amounts — 
not  for  wars  or  preparations  for  wars,  but  for  solid 
growth  and  developmmt. 

Canada's  Borrowings  from  Britain. 

Sir  George  Paish,  the  eminent  London  financier  and  editor 
of  "The  Statist,"  stated  at  the  end  of  1910  that  British  capital 
had  been  invested  in  Canada  to  the  extent  of  £373,541,000— a 
vast  sum  which  has  been  spent  for  the  most  part  in  opening 
up  and  developing  the  country.  As  pointed  out  by  the  sam« 
authority  a  new  country  requires  to  do  all  those  things  in  a 
brief  period  which  older  countries  have  spent  centuries  in  ac- 
complishing— the  building  of  roads,  canals,  harbours,  railroads 
and  countless  other  enterprises.  All  the  savings  of  the  Cana- 
dian people  are  alMSorbed  at  once  in  local  enterprises,  the  build- 
ing of  houses,  the  breaking  up  of  land,  and  the  like.  Our  loan 
fund  is  small  becauso  nur  savings  have  been  immediately  in- 
vested in  the  private  ami  public  undertakings  of  the  nation. 
We  have  no  great  fund  of  nspecialized  capital  such  as  the 
older  nations — Holland,  Germany,  France,  and  no' ably  the 
United  Kingdom — ^have  created  out  of  the  savings  of  the  peo- 
ple. Hence  we  are  compelled  to  depend  upon  the  foreign 
investor  for  capital.  Canada  is,  however,  but  one  of  many 
borrowing  countries  which  look  to  Europe  for  their  capital 
requirements.  We  have  received  vast  sums  from  England,  and 
in  general  at  a  lower  rate  than  our  competitors — not  because 
the  hard-headed  English  capitalist  permits  sentiment  to  affect 
^e  rate,  but  because  Canada  has  offered,  on  the  whole,  better 
security  both  in  its  stability  of  govemmait  ud  in  the  oiter- 
prise  and  capacity  of  its  people. 
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Mr.  Fred.  Field,  editor  of  the  "Monetary  Times,"  makes 
the  following  analysis  of  the  loans  Canada  has  obtamed  from 
the  United  Kingdom  alone  during  the  nine  years,  January, 
lSo5%  DecSer,  1918  C*Capit«l  Investments  in  Canada.- 
p.  9) : 

Twenty  branch  plants,  average  capital,  $300,000^     s  000  000 

Canadian  bank  shares  purchased  by  individual 

shareholders   2,000,000 

Investments  with  loan  and  mortgage  companies.  ^2,000,000 

British  insurance  companies'  investments  .....  XnJ! 

Municipal  bonds  sold  privately  -  •  J5,000,000 

Industrial  investments   ?2'2SS'2XX 

Mining  investments  .    SS'Snn 

Land  and  lumber  purchases   o^'aaa'aaa 

Purchases  of  town  and  city  property   25,00U,UU0 

Canadian  public  flotations  in  London  (January, 

aiy,  1905,  to  December,  1913).  .1,244,438,453 

n»462,438.453 

Large  Scale  Production. 

Turning  now  from  our  investigation  of  the  nature  of 
capital  and  of  capital  goods,  we  may  glance  at  the  characteris- 
tic feature  of  modern  capitalistic  enterprise — namely,  the 
organization  of  industry  on  a  great  scato. 

Thatthe  outstanding  feature  of  industrial  life  to-day 
is  the  huge  scale  on  which  it  is  conducted  scarcely  requires 
special  emphasis.  That  it  is  so  is  strikingly  evidenced  in  great 
manufacturing  nations,  such  as  the  United  Kingdom,  the 
United  States  and  Germany;  and  it  is  exemplified  also  in 
Canada,  although  to  a  lesser  extent.  It  should  be  noted,  how- 
ever, that  large-scale  production  is  not  quite  the  same  as 
carrying  on  industry  through  mergers  and  combines,  although 
the  two  are  very  often  confused  in  popular  thinking.  Large- 
scale  production  is  very  often  the  characteristic  feature  of  a 
single  concern,  although  great  combinations,  such  as  the  Unit- 
ed States  Steel  Corporation,  or  Canada  Cottons,  Limited,  may 
appear  to  indicate  that  operation  on  a  large  soala  i»  practised 
by  mergers  or  combines  aloca. 

The  LoeaUxatUm  of  Manufaeturiitg  IndMtMet. 

The  forces  that  are  active  in  determining  the  location  of 
industries  are  also,  in  great  meamre,  the  factors  that  deter- 


mine  the  growth  of  an  industry.  These  may  be  enuRMrated  as 
foUows: 

1 —  ^Neamess  to  materials. 

2 —  Neamesa  to  maricets. 

3 —  Water-power. 

4 —  A  favorable  climate. 

5 —  A  supply  of  labor. 

6 —  Capital  resources. 

7 —  The  m(nnentum  of  an  early  start. 

8 —  ^The  habit  of  Industrial  imitation. 

9 —  Economic  adv^antage  of  specialized  centres. 

Most,  if  not  all,  of  these  causes  of  the  origin  and  growth 
of  an  industry  are  familiar  to  all  and  need  no  special  comment. 
The  nearness  to  coal  and  iron  explains  the  rise  of  great  manu- 
facturing cities  such  as  Birmingham,  Sheffield  and  Glasgow  in 
the  United  Kingdom,  and  of  Sydney,  Lethbridge,  and  many 
other  centres  in  Canada.  The  furniture  factories  of  Berlin, 
Stratford  and  Woodstock  owe  their  rise  and  development  in 
part  to  the  fact  that  they  are  near  the  greatest  consuming  mar- 
kets of  Canada.  The  availability  of  water-power  gives  suffi- 
cient reason  for  the  phenomenal  growth  of  Welland  from  a 
village  to  a  town,  and  explains,  too,  in  large  measure,  why 
those  cities  that  can  assure  manufacturers  a  supply  of  cheap 
power  are  attracting  factories  and  mills  to  their  borders.  A 
favorable  climate  for  cotton  and  woollen  manufacturing  is  in 
some  degree  responsible  for  the  growth  of  Manchester,  and 
the  innumerable  towns  that  cluster  around  that  great  city. 
An  abundant  supply  of  skilled  labor  and  of  cheap  oi^ital  ex- 
plains the  great  manufacturing  development  of  Birmingham, 
Leeds,  Sheffield  and  other  English  cities.  The  momentum  of 
an  early  start  is  important.  Although  an  industry  may  be 
located  at  a  point  where  there  are  no  particular  natural  advan- 
tages, that  centre  may  hold  its  established  trade  and  even 
attract  more.  Many  Ontario  towns  have  forged  ahead  in 
spite  of  their  natural  disadvantages,  because  of  the  momentum 
of  an  ear'  -  start,  and  established  trade  connection.  Oshawa 
has  few  i,  .iral  advantages,  and  yet  according  to  an  investi- 
gation conducted  by  the  Canadian  Courier  some  time  ago,  that 
town  has  more  industries,  a  greater  output,  and  a  larger  week- 
ly pay-roll,  than  any  other  town  or  city  in  Canada,  in  propor- 
tion to  population.  The  habit  of  industrial  imitation  accounts 
for  the  locating  of  new  mills  at  points  where  others  have 
already  met  with  success.  The  econor  ic  advantages  of  spe- 
cialized centres  are  many.  For  example,  in  Pennsylvania, 
hundreds  of  thousands  of  men  are  at  work  in  the  iron  and 
steel  industries  of  Pittsburg,  and  other  cities.  This  means 
that  there  will  be  an  abundant  supply  of  womm  and  girl  woric- 
era  for  the  silk  and  other  trades. 


Advantage  of  Large-seate  Production. 

Chief  amoM  the  advantages  that  large-scale  producUon 
offew  te^ifSSit  to  which  division  of  labor  may  take  place 
ThifmeaM  alitor  output  at  a  smaller  cost  per  unit,  and  the 
S^atwTmJatiS  SiMry.  The  extent.to  which  division 
S  labor  may  be  carried,  when  the  industry  is  conducted  on  a 
lani^ris  illustrated  by  the  meat-packing  businew. 

It  would  be  difficult  to  find  another  industry  where  dm- 
sion  of  labor  has  been  so  microscopically  worked  out.  The 
InSnal  is  surveyed  md  laid  oflf  like  a  map.    The  men  are 
Sffied  inTvS  thirty  different  ^P^jjl^i^^^lo'^^^f^^^^^^^ 
of  pay.  from  16  cents  to  50  cents  an  hour.  The  50  c««f  "^a" 
restricted  to  using  the  knife  on  the  most  delicate  parts  of  the 
WdMflooiSan) .  or  to  using  the  axe  on  splitting  the  backlwne 
(sDUtter)?and  wherever  a  less  skilled  man  can  be  slipped  m 
at  a  Swer  wage  a  place  is  made  for  him.  and  an  occupation 
mapped  out   In  working  on  the  hide  alone  there  are  nine  posi- 
Ss!  at  eight  different  rates  of  pay.  A  20^nt  man  piUla  off 
Kil ;  a  ^-cent  man  pounds  off  another  part,  where  the  hide 
I«»JmU  1  i*adilv  and  the  knife  of  a  40-cent  man  cuts  a  differ- 
STt^'^^ii  a  J|««'t"f«r  1.^  that  of  the  60^nt 
man.  And  so  on,  throughout  the  whole  worK. 

There  are  other  great  advantages  of  large-scale  produ<> 
tion.  such  as  a  more  efficient  organization  of  the  producing  and 
Sling  forces,  the  use  of  machinery  on  a  more  extensive  scale, 
the  utilizatSA  of  by-products,  and  the  possibility  of  conduct- 
ing experiments  to  discover  newer  or  cheaper  process  .s.  AH 
thf  s%dicate  gains  over  the  methods  that  must  be  adopted  by 
the  small  business. 

lAmttaUom  to  Size  of  Industry. 

Not  all  industries,  of  course,  lend  themselves  to  operation 
on  a  large  scale.   Agriculture,  conspicuously,  »s  o^^e  oi  them. 
While  it  is  true  that  wheat-farming  in  the  Canadian  and 
Ainerican  West  has  offered  some  illustrations  of  large-scale 
nSdSn.  yet  on  the  whole  experience  has  shown  that  where 
SMtSw  must  be  depended  upon  for  the  functioning  of  a 
bus  ness  the  same  routine  methods  cannot  be  adopted  as  in 
maiufacturing.    So  with  work  whose  success  depends  upon 
Se  talent  and  capacity  of  workers  who  may  be  termed  artists. 
This  explains  why.  in  part  at  least  France  has  not  develo}«d 
huge  industrial  establishments  such  as  are  to  be  ^ oun^ 
many  and  England.  Moreover,  there  is  a  distmC,  limit  to  the 
Sze  of  the  mill  where  large-scale  production  may  be  under- 
taken with  advantage.  After  a  certain  point  is  reached,  th^ 
ot  :uperiiiwidM»ee  are  so  great,  that  no  advantage 


is  gained  from  increasing  the  scale  of  operation.  Better  re- 
sults are  obtained  by  duplicating  the  original  plant. 

Large-scale  Management. 

The  reader  should  keep  in  mind  the  point  that  has  already 
been  emphasized — that  large-scale  production  and  large-scale 
management  involve  diflferent  considerations  and  problems. 
Large-scale  management  involves  not  so  much  an  increase  in 
the  size  of  the  individual  establishments  as  the  combination 
under  single  management  of  several  establishmenls.  It  talies 
two  forms  which  Professor  Taussig  describes  as  "horizontal" 
and  "vertical." 

Horizontal  combination  is  the  union  under  single  manage- 
ment of  a  number  of  enterprises  of  the  same  sort.  They  are 
usually  few,  and  each  is  usually  on  a  large  scale.  Illustrations 
of  such  are  found  in  Canada  Cottons,  Limited,  and  the  Canada 
Cement  Corporation,  Limited. 

"Vertical"  combination  is  generally  known  as  the  integra- 
tion of  industries.  This  involves  a  combination  of  allied,  but 
not  similar,  industries.  The  usual  outcome  of  the  division  of 
labor  has  been  that  the  several  steps  in  production  which  suc- 
ceed one  another,  have  been  conducted  in  several  establish- 
ments. But  in  several  important  trades  there  has  been  a 
tendency  of  late  to  unite  such  successive  stages  under  one 
management.  This  is  seen  particularly  in  the  iron  and  steel 
industry  of  the  United  States,  in  the  meat-packing  industry, 
and  in  several  others.  The  movement  in  Canada  in  this  direc> 
tion  is  small,  and  has  been  notable  diiefly  in  the  milling,  the 
lumber  and  the  steel  industries. 


The  Trust  Problem. 

Once  again  the  reader  is  reminded  that  these  latter  com- 
binations are  quite  different  in  nature  and  decree  from  large- 
scale  operation.  Combinations  and  mergers  furnish  us  with 
the  "trust"  problem;  and  so  important  is  this  phase  of  th« 
movement  that  it  will  need  to  be  described  later  in  detaiL 


Qiiestiona  for  Bev^w. 

1.  What  are  the  main  social  eonditi<m8  necomry  to 
saving  ? 

2.  Do  savings  banks  and  insurance  companies  stimulate 
saving,  or  do  they  exist  because  of  a  disposition  to  save? 

3.  What  influence  has  the  formation  of  joint-stock  com- 
iwmies  on  saving? 

4.  Will  men  save  more  or  less  if  the  rate  of  interest  fall&7 
What  is  the  difference  between  hoarding  and  nving? 


5.  Are  the  foUowinfir  capital :  pig  iron ;  »  Plo«^; 
on  th^  shelve,  of  a  retail  dealer;  a  package  of  tobacco  m  the 

^^1*  Im^S^^mployment,  if  you  can.  in  which  labor 

^'""TiXestAuci.,  with  the  aid  ofcapital  ha. 

^jods'on  the  sSves  of  the  merchant  capital?    Is  a  house 
S'ed  by  the  owner  capital?  I.  a  rented  house  capital? 

9.  What  is  meant  by  fcwd  capital?  by  circulatmg  capital? 

by  !iT>€cialized  capital?  , ,    a  .o»».i9  t. 

10.  I.  money  capital?  Are  stocks  and  bor.ds  capital?  I. 
a  lawyer's  practice  capital?  Is  good-will  cap  tal? 

11.  Does  capital,  such  as  freight  ^ojj*?***^ 

-  era  i^  replace  itself?  Doe.  it  make  powible  it.  own  reptaea- 
ment?  In  what  sense?  .  ^ 

12.  What  is  meant  by  a  "replacement  fm^7  Wbat  ii  » 
"depreciation  charge"?  . 

13.  How  is  the  loan  fund  accumulated?  Why  is  it  neces- 
^rv  for  Canada  to  borrow  abroad? 

^14  ThT  United  Kingdom  had,  l^^^ '^^^Jf 
000,000  invested  in  foreign  countries;  France  and  Germany 
about  $9  000,000,000  each.  How  do  you  account  for  Great 
BritaiSsupS^^  in  this  field?  Where  are  Britain's  fund. 
invSted'  Why  has  Canada  paid  a  relatively  lower  rate  of 
taterest  on  he?  borrowings  than  Brazil  and  the  ATf^tme? 

i«i  SurDOse  a  sugar  refiner  decides  to  go  into  tne  8i«- 
gpinning  biSness  cfn  he  use  his  old  equipment  in  his  new 
fK^J?  to  what  senw  can  he  withdraw  his  capital  from  one 
industry  and  invest  it  in  another?  ..  .^^^ 

16.  Speaking  of  the  Galveston  flood  a  writer  said,  .^r- 
tunatehr,  such  events  are  not  unmixed  evils.  Employment  will 
Sw  bf found  for  many  laborers."  What  do  you  think  of  the 
Kement?  Does  the  buUding  of  armaments  of  war  increase 
the  total  field  of  employment  within  a  nation? 

17.  Why  have  many  people  left  the  farm  for  other  pur- 
Miit.?       his  migration  likely  to  continue? 

18.  nat  reason,  can  you  assign  for  the  f f ct  that  large- 
Bcale  production  is  not  a  characteristic  of  *§lc»lJi'S^^,^Y°'* 
think  that  the  scale  is  likely  to  be  increawd  in  toe  future? 

19.  What  connection  1.  there  between  advertieing  an<t 
UuKC-scale  production?  „  .  ,   i.  •  •> 

20.  Is  large-scale  production  P««ible  in  aU  indus^^ 
Why  are  there  relatively  more  large  industrial  ertabliabment. 
in  the  United  Kingdom  than  in  France? 
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Questions  requiring  Written  Answ^. 

21.  The  following  are  claimed  to  be  advantages  of  large- 
scale  production :  (o)  saving  of  cross-freights;  (6)  running 
plants  full  capacity;  (c)  economies  in  advertising;  (d) 
utilization  of  by-products;  (e)  saving  in  expenses  of  adminis- 
tration; (/)  employment  of  high-grade  techiiological  experts 
and  managers;  (g)  development  of  foreign  markets ;  {h)  use 
of  highly  specialized  machinery;  (i)  control  of  patents;  (j) 
maintaining  a  private  fire-insorance  fund.  Classify  these 
advantages,  shr-ving  the  relation  of  each  to  (1)  large-scale 
production,  as  attained  in  a  single  large  plant;  (2)  combina- 
tion, that  is  unified  control  of  several  plants  in  different  locali- 
ties; (3)  integration  of  industry— that  is,  the  uniting  of  con- 
secutive processes. 

22.  What  are  the  disadvantages  of  large-scale  production 
with  respect  to  (c)  management,  (6)  labor,  (c)  the  quality  of 
the  product? 

23.  (o)  In  what  way  does  the  increase  of  capital  conduce 
to  the  welfare  of  the  working  classes?  (6)  In  actual  pratrtice, 
how  is  the  amount  of  invested  capital  kept  adjusted  to  the 
growth  or  decline  of  each  branch  of  industry?  (c)  What  is 
meant  by  capital  goods?  by  the  loan  fund? 

24.  Bring  up  any  difficulties. 


LESSON  VII. 


The  Organization  of  Exchange. 

It  has  been  explained  in  previous  lessons  that  the  modeni 
industrial  society  carries  on  production  for  exchang'^,  and  not, 
as  in  primitive  tiroes  and  among  backward  people,  for  local 
eonsumption.  It  should  be  noted  that  exchange  is  but  a  part 
of  the  productive  process;  for  the  production  of  a  good  is  not 
complete  until,  through  exchange,  it  is  placed  in  the  hands  ol 
the  ultimate  consumer.  Exchanges  are  made  possible  by  the 
development  of  money,  credit,  markets  and  means  of  trans- 
portanon;  and  therefore  some  knowledge  of  these  economic 
phenomena  is  necessary  to  understand  the  nature  of  economic 
activity  as  a  whole.  We  may  first  conaider  the  functiras  of 
mon^  in  the  modem  businen  worid. 

Money  and  the  Mechanism  of  Exchange. 

The  use  of  money  and  credit  is  so  natura'  in  the  realm  of 
modem  industry  that  few  pause  to  consider  the  essential  func- 
tions of  these  media  of  exchange.  We  have  left  in  the  dim  and 
disUnt  past  old  methods  and  measures  of  exchange,  and  can 
scarcely  realize  the  remarkable  process  of  evolution  through 
which  we  have  secured  our  modem  perfected  instruments  of 
exchange.  Here  and  there,  however,  there  are  vestiges  of  the 

methods  of  other  days.  ,  ,u        i.    •  ~.  ^# 

In  the  opening  chapter  of  "Money  and  the  Mechanism  of 
Exchange,"  Jevons  gives  a  remarkable  illustration  of  the  old 
practice  of  barter.  He  says:  »  •     -  #  4^v, 

"Some  years  ago.  Mademoiselle  Jelie,  a  smger  of  the 
Theatre  Lyrique  of  Paris,  made  a  professional  tour  around  the 
world,  and  gave  a  concert  in  the  Society  Islands.  In  exchange 
for  an  air  from  Norma,  and  a  few  other  songs,  she  was  to  re- 
ceive a  third  part  o.  the  receipts.  When  counted,  her  share 
was  found  to  consist  of  three  pigs,  twenty-three  turkeys,  forty- 
four  chickens,  five  thousand  cocoanuts,  besides  considerable 
quantitios  of  bananas,  lemons  and  oranges.  At  the  Halle  in 
Paris,  as  the  prima  donna  remarks  in  her  lively  letter,  this 
amount  of  live  stock  and  vegetables  might  have  brought  4,000 
francs,  which  would  have  been  good  renrmeration  for  five 
songs.  In  the  Society  Islands,  however,  pieces  of  money  were 
scarce;  and  as  Mademoiselle  could  not  consume  any  consider- 
able  portion  of  the  receip<:s  herself,  it  became  necessary  to  feed 
the  piifs  and  poultry  with  ihe  fruit. 

"When  Mr.  Wallace  was  travelling  in  the  Malay  Archi- 
pela£3,  he  seems  to  have  suffered  rather  from  the  scarcity  Uian 
the  supembaadanee  of  provisions.  In  his  most  mterefting 


•eeount  of  his  travels,  he  tells  us  that  in  some  of  the  islands, 
where  there  was  no  paper  currency,  he  could  not  procure  sup- 
plies for  dinner  without  a  special  bargain,  and  much  chaffer- 
ing on  each  occasion.  If  the  vendor  of  fish  or  other  coveted 
«itahlP9  did  not  meet  w^th  the  sort  of  exchange  desired,  he 
would  pass  on,  and  Mr.  Wallace  and  his  party  had  to  go  with- 
out thpir  d'nner.  It  therefore  became  very  desirable  to  keep 
on  hand  a  supply  of  articles  such  as  knives,  pieces  of  cloth, 
arrack,  or  sago  cakes,  to  multiply  the  chance  that  one  or  other 
article  would  suit  the  itinerant  merdumt'' 

The  Breakdown  of  Barter. 

Barter  was  abandr^-ed  because  of  the  difflenHy  in  finding 
two  persons  whose  disuosable  possessions  mutually  suited  each 
other's  wants.  Recourse  was  had  to  some  article  of  universal 
•cceptarce  in  the  particular  group  in  which  exchanjres  took 
place.  Many  articles  have  been  used  by  mankind  for  this  pur- 
pose. In  the  Book  of  Job  we  read:  "Skin  for  .skin,  yea,  all  that 
a  man  hath  will  he  give  in  exchange  for  his  life;"  a  statement 
that  clearly  implies  that  skins  were  taken  as  the  representative 
of  value  among  the  various  oriental  nations.  The  Latin  word 
for  money  is  "pecunia."  which  is  derived  from  "pecus,"  a  herd. 
Th's  also  indicates  that  oxen  and  skins  were  used  as  me^  of 
exchansre  in  the  early  history  of  the  Roman  race. 

Innumerable  articles  have  been  adopted  by  different  peo- 
ples at  differentt  periods  as  a  money  medium.  Shells,  iron, 
eopper,  brass,  silver,  gold  have  each  had  their  turn.  The  In- 
dians of  North  America  used  wampum  as  their  medium  of 
eychaniTP.  But,  for  obvious  reasons,  gold  has  been  finally 
adopted  by  the  nations  as  the  universal  means  of  effecting  ex- 
chances.  This  has  come  about  because  of  its  comiwrative 
stahilitv  of  value— a  stability  which  is  very  great  as  compared 
with  other  articles  that  have  found  favor  as  a  money  medium 
from  time  to  time.  In  addition,  gold  has  been  selected  because 
of  its, 

1.  Portabilitv. 

2.  CnGmi7ability. 

3.  Divisability. 

4.  Homogeneity, 
6.  Malleability. 

6.   And  its  great  power  of  resisting  abrasion. 

The  Functions  of  Money. 

Stripping  the  functions  of  money  of  all  extraneous  con- 
siderations, they  may  be  reduced  to  three: 

1.  Money  functions  as  a  medium  of  exchange; 

2.  M(m^  fonctiona  aa  a  standard  value; 
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3.  Money  functions  as  a  standard  of  deferred  payments. 

Each  of  these  functions  must  be  very  carefully  considered. 
The  medium  of  exchange  function  is  most  important.  All  our 
modem  business  enterprise  is  carried  on  by  exchange.  No 
longer  does  production  take  place  for  the  local  market — it  is 
world-wide  in  its  scope.  Anything  th^t  facilitates  exchange, 
therefore,  is  of  the  highest  value  in  the  mechanivn  of  noottem 
business.   This  function  money  performs. 

Secondly,  money  acts  as  a  standard  of  \.ilue — a  standard 
by  means  of  which  the  exchange  relations  of  goods  are  deter- 
mined. We  say  "a  standard*'  of  valae  advisedly.  Money  does 
not  "measure"  value,  as  some  economists  declare.  Value  in 
itself  merely  is  the  ratio  of  exchange  between  goods.  But  by 
means  of  gold  we  can  get  at  a  common  denominator — price — 
by  means  of  which  the  exchange  relations  of  goods  can  be  de- 
termmed.  Thus  gold  acts  as  a  standard  of  value. 

Third,  gold  or  money,  serves  as  a  standard  of  deferred 
payments.  That  is  to  say  where  contracts  are  made  involving 
the  time  element  it  is  necessary  to  find  a  money  standard  ^hat 
will  work  substantial  justice  as  between  debtor  and  credilcr. 
Obviously,  a  money  medium  that  is  liable  to  constant  fluctua- 
tions in  value  can  not  be  regarded  as  having  any  permanent 
claim  to  be  used  as  the  standard  of  value.  Notwithstanding 
its  manifest  defects  in  this  respect  gold  has  been  found  to  meet 
the  ideal  reauirements  of  a  perfect  monetary  medium  iietter 
than  any  other  metal,  and  has  gradually  displaced  all  other 
media  of  exchange  which  have  been  used  as  a  standard  of 
value.  However,  for  present  purposes  it  is  not  necessary  to 
pursue  this  inquiry  farther.  We  are  here  concerned  with  the 
use  of  money  as  a  medium  of  exchange  only ;  the  various  prob- 
lems that  arise  in  connection  with  it  wiil  be  discussed  more 
fully  in  the  course  on  "Hon^  and  Banking." 

The  Vm  of  Credit. 

While  it  is  admitted  ihat  money  in  itself  is  the  chief  means 
of  exchange  in  retail  trade  it  should  not  be  overlooked  that,  for 
most  laree  transactions,  money  has  been  displaced  by  credit. 

Credit  in  itself  is  but  a  refined  state  of  barter.  It  is  a  de- 
vice by  means  of  which  goods  are  exchanged  for  goods — a  de- 
vice that  has  grown  so  familiar  to  all  of  us  that  we  do  not 
sufficiently  realize  the  important  idle  that  is  played  by  meras 
of  it. 

When  there  was  no  division  of  labor  the  exchanging  of 
goods  and  the  subsequent  creation  of  obligations  were  at  the 
minimum ;  but  the  changes  introduced  by  the  modem  complexi- 
tiefl  of  iadustrial  processes,  by  the  division  of  labor  and  eapi- 


talistic  produeti<m  in  gnMral,  ha^s  Iwoni^  about  an  mtivrijr 
new  situation  and,  to  a  my  gnat  axtmt,  rteonna  to  tiie  um 

of  credit. 

It  should  be  noted  that  the  function  of  capital  has  thus  be- 
come increasingly  important.  Capital  discounts  the  future ;  it 
bridges  the  operation,  for  example,  betrinninsr  with  the  plant- 
ing of  wheat  and  ending  with  the  distribution  of  flour  to  the 
emistnner.  As  the  eeonomie  organization  of  society  has  ad- 
vanced, as  the  time  element  has  become  more  important  in 
processes  having  as  their  end  greater  productivity,  capital  has 
become  more  urgently  necessary.  In  a  word,  capital  has  be- 
come more  essential  to  modem  production  in  proportion  as  the 
tiim  required  in  the  processes  undergone  has  increased. 

It  is  evident  that  lianUy  any  modem  process  of  produeti<m 
is  carried  on  to  meet  immediate  needs.  The  roundabout  pro- 
cess of  capitalistic  production  has  proved  so  efficient  that  it 
has  displaced  production  for  immediate  ends.  But  this  involves 
the  element  of  time — the  production  of  goods  whose  sale  can  be 
effected  only  in  the  future.  As  a  necessary  result  recourse  is 
had  to  credit.  • 

This  is  made  imperative  by  the  necessity  of  paying  work- 
ingmen,  producers  of  raw  materials,  etc.,  in  the  present.  It  is 
obvious  that  the  laborer  has,  to  a  certain  extent,  contracted 
himself  out  of  the  rislc  of  the  particular  enterprise  in  which  he 
is  engaged;  and  so  with  the  seller  of  the  raw  materials.  The 
entrepreneur— the  organizer— on  the  other  hand,  must  take 
risks;  he  must  attempt  in  some  measure  to  forecast  the  state 
of  a  future  market,  as  he  is  obliged  to  produce  for  future  needs 
and  demands.  Whether  it  is  the  farmer  whose  fields  have  been 
planted  in  anticipation  of  a  future  demand  for  wh^t,  or  the 
manufacturer  whose  present  activities  can  find  a  reward  only 
in  the  future,  the  time  element  is  involved.  If  the  farmer  or 
the  manufacturer  gets  accommodation  at  the  bank  or  else- 
where in  the  present  it  is  plainly  only  because  future  goods  are 
pledged  as  a  security  for  the  loan.  Thus  it  may  be  said  that 
credit  is  "the  coining  of  future  goods  into  a  present  means  of 
payment."  And  without  the  use  of  credit  most  of  the  present 
industrial  activities  of  the  nation  would  cease.  Producers  are 
able  to  keep  the  wheels  of  industry  revolving  only  by  their 
ability,  through  credit,  of  realizing  upon  their  future  products 
in  the  early  stages  of  production  and  manufacture.  Goods  that 
will  come  into  being  in  a  finished  state  only  months  or  years 
in  the  future  are  made  available  as  purchasing  power  in  the 
present.  It  will  thus  be  seen  that  credit,  in  last  analysis,  is  but 
the  putting  into  operation  of  the  old  barter  economy — refined 
barter,  it  is  tme,  but  still  barter.  It  makes  possible  the  ex- 
change  of  future  goods  for  present  goods.  And  all  this  means 
a  tremendous  speeding-up  of  the  productive  process.  It  means 
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the  throwintr  of  an  enormous  purchMinff  power  into  the  handi 
of  producers  at  the  present  time.  So  wnr  as  that  proeeat  is 
eonfined  to  transactions  in  actual  eetmomic  goods  nothing  but 
benefits  can  a«  'irue  from  the  transactions  involved.  It  i^  only 
when  purchasinsr  power  which  is  placed  in  the  hands  of  present 
dealers,  in  the  form  of  credit  at  the  banks  or  the  possession  of 
>  nk  notes,  is  not  backed  up  by  the  production  of  sroods  in  the 
future  to  liquidate  the  debta  incurred,  that  harm  is  wroui^t. 
Benin  He  tlw  erlls  of  speentetkm  in  an  its  f  oraw.  The  specu* 
tetor  who  simply  srambles  upon  a  rise  in  prices  of  goods  or 
securities  over  which  he  has  control  but  for  which  he  has  not 
paid  in  full,  hopes  to  sell  before  he  is  called  upon  to  pay  the  bal- 
ance of  his  debts  himself.  If  he  is  suddenly  forced  to  meet  bit 
obligations,  and  if  his  borro>\  ings  at  the  banks  or  e<  ^te 
hftvo  not  bem  based  on  the  actual  production  of  srood  mt 
sacrifice  what  he  has  or  continue  the  borrowing  proce  .eh 
transactions  are  based  upon  credit,  to  be  sure,  but  an 
abnormal  form  of  credit,  fraught  with  grave  dangs  ill 
concerned.  But  this  problem  will  be  discussed  in  in 
Lesson  IX,  so  that  further  diseuaaion  Is  not  neeesHurj 
point 

Strip  any  credit  operation  whatever  of  its  p 
^  and  tuperficial  features  and  it  wiU  be  Men  r 
t**  (b,  in  eteenee,  a  transfer  of  goods  involving  * 
element  of  futurity,  except  where  the  repi'tatv  jr 
persuasiveness  of  the  borrower  permits  him  i  jet 
control  of  purchasing  power  by  other  met  ,ris 
Even  here  the  credit  must  be  liquidated,  in  ,•  t  • 
sort,  by  the  sale  of  some  economic  good  or  tk*^  4^ 
cannot  be  diseharqed  at  all.  In  other  wov''  '%et* 
is  a  limit  to  the  borroiving  process,  as  sr  Am 
credit,  wlwrs  it  has  not  displaced  the  actic  use  o] 
money  in  f  feet  inn  exchanges  supplement  ^  it.  By 
means  of  money  and  credit  the  vast  business  of  tt^ 
modem  industrial  world  is  made  possible. 

The  World  Market. 

Most  producers  prepare  their  goods  not  for  indivict*.  %} 
buyers  but  for  the  "mai-ket."  So  obvious  is  this  that  we  hav  e 
come  to  assume  the  existence  of  a  market  without  taking  time 
to  consider  just  what  the  market  means.  We  make  goods  "for 
the  market" ;  we  go  to  "market" ;  we  "study  the  market" ;  we 
speak  of  "making  a  market,"  or  "spoiling  the  market."  Such 
expressions  could  be  multiplied  indefinitely,  and  yet  very  few 
understand  just  exactly  what  is  meant  by  them,  'Let  us,  then, 
analyze  srawwhat  more  car^tt%  what  the  modem  market 
means. 
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Whenever  we  say  thp.t  the  price  of  pig  iron  is,  for  Initanee, 
twelve  dollars  a  ton  we  refer  to  its  price  in  a  certain  market 
and  at  a  certain  time.  Between  two  difFtrent  markets  —  say 
Pittsbursr  and  Glasgow— there  may  be  a  difference  in  the  price 
of  pifT  iron  even  on  the  same  day ;  while,  of  course,  prices  from 
one  time  to  another  may  vary  very  widely.  These  discrepan- 
cies in  price  tend  o  disappear  according  to  the  world-wide  de- 
mand for  the  comr  -.dity  in  question.  Fruits,  for  example,  will 
have  ns  many  pru  s  as  there  are  local  markets;  but  wheat, 
iron,  gold,  etc.,  wili  tend  to  sell  at  the  same  level  of  price — 
allowing  for  freight  charges — throughout  the  whole  nation  or 
the  whole  world. 

A  market  exists  when  purchasers  and  sellers  of  a  single 
commodity  come  together  in  such  freedom  of  intercourse  that 
they  establish  a  single  price  at  which  the  commodity  ex- 
changes.. From  this  it  follows  that  each  commodity  has  a 
separate  market ;  and  that  we  may  speak  of  the  iron  market, 
the  wheat  market,  etc.,  since  the  dealers  in  these  commodities 
do  not  cnmpf  te  with  each  other  in  the  establishment  of  a  single 
price  for  each  of  the  commodities  concerned.  In  the  next  place, 
it  is  obvirtis  that  some  markets  will  be  more  extensive  than 
othtrs.  Wholesale  dealers  get  the  prices  over  a  wide  extent 
of  tprritory;  and  they  place  their  goods  even  in  the  most  dis- 
tant market  if  the  prices  secured  makes  it  profitable  so  to  do. 
Wholesale  markets  are,  therefore,  for  the  most  part  as  wide 
as  the  nation ;  and  in  many  cases  they  are  international.  Europe 
and  Amf^rica  form  almost  a  single  market  for  such  a  commod- 
ity as  wheat,  since  the  wholesale  prices  of  Canada  and  the 
United  States  respond  quite  quickly  to  changes  of  prices  in 
thf  f  nglish  market.  Retail  dealers,  on  the  contrary,  are  gen- 
erally concrrned  with  the  prices  of  commodities  in  their  own 
neighborhood.  That  does  not  mean  that  they  do  not  need  to 
studv  wholesale  prices;  on  the  contrary  a  knowledge  of  the 
trend  of  wholesale  prices  is  essential  to  ths  *n.  But  their  profits 
depend  largely  unon  local  prices;  and  hence  the  local  field  is 
most  closely  studied  by  them.  The  result  is  that  retail  prices 
vary  from  :me  town  to  another,  and  even  within  certain  dis- 
tricts rf  a  siitgle  town,  and  within  the  section  fron;  one  store 
to  another. 

TIlp  victories  over  matter  attained  in  the  last 
crv^urii  hare  changed  the  whole  bases  of  world 
re; 'uonshivs.  Their  effect  has  been  on  the  one 
side  to  make  the  globe  a  unit,  and  on  the  other  to 
intensify  its  sevaratisms.  A  century  ago  France 
•  and  England,  Prussia  and  Spain,  were  self-con- 

tained eyitities.  It  teas  possible  for  one  to  gain  at 
the  expense  of  the  other,  for  its  victory  was  t>- 


prenaed  in  the  terms  of  territory  and  not  of  train 
or  economic  influence..  Ttut  all  that  has  happened 
9inee  has  tended  to  make  the  world,  as  it  were,  a 
siMle  enterprise.  You  cannot  hav«  a  eritia  in 
Sopt  without  having  a  reaction  in  Rio.  Trad»  i* 
international,  and  the  delicate  system  of  credit 
binm  the  whole  globe  together  in  one  common  in- 
terest. The  demand  for  many  commodities  is  a 
world  demand.  A  failure  cf  the  wheat  harvest  in 
the  Argentine  is  a  matter  of  importance  to  th9 

S'odueera  of  Canada  and  the  eownmen  of  Enth 
nd.  And  ytt  th*  ntw  r€gitn§  ha»  mad§  a  wida 
gulf  betvmn  the  mnphytim  daum  «md  the 
workers. 

The  Play  of  Competitive  ^  s. 

The  existence  at*'  ■  in  which  the  same  productg  ex- 
ehanire  at  a  single  nerally  means  the  existence  of  com- 

petition among:  buyer  and  sellers.  In  one  sense,  competition 
means  the  absence  of  faction — the  brinsring  together  of  buyers 
and  sellers  by  the  removal  of  all  hindering  forces  or  obstacles, 
80  that  the  individiial  choices  of  both  parties  to  the  bargain 
may  have  free  scope.  From  another  point  of  view,  compef 
tion  means  the  straggle  of  conflicting  interests,  in  which  eacn 
man  strives  to  get  the  greatest  return  at  the  least  sacrifice,  in 
the  face  of  similar  efforts  on  the  part  of  his  rivals.  Competi- 
tion may  mean  the  efforts  of  rival  sellers  to  exchange  their 
goods  for  the  money  of  buyers;  an4  on  the  other  hand,  the 
arorte  of  /ival  hayen  to  purchase  goods  at  the  lowest  possible 
ngure.  It  may  also  mean  the  process  of  bargaining  between 
buyers  and  sellers ;  the  one  class  attempting  to  buy  as  cheaply 
as  possible  while  the  other  tries  to  get  the  highest  possible 
prices.  Where  there  are  many  buyerr*  and  sellers  there  is  little 
scope  for  individual  bargaining ;  and  the  first  form  of  compe- 
tition suffices  to  establish  the  price  at  which  goods  will  sell. 

Opposed  to  free  competition  are  custom  and  customary 
pr.ces.  Custom  may  tend  to  raise  or  lower  what  would  have 
been  attained  by  a  competitive  struggle  to  fix  prices.  Com- 
petition may  also  be  nullified  by  combinations  of  buyers  or  sell- 
ers, although  this  combination  is  generally  found  among  the 
latter.  Yet  various  "consumers'  leagues"  have  been  formed  to 
prevent  undue  enhancement  in  prices  on  the  one  hand  or  to 
put  an  end  to  8Wea*^-shop  practices  and  prices  on  the  other. 
The  widespread  r  r  v  • «  *hfc  United  States  in  recent  years 
against  advancin  pri  ;es  -ought  about  various  combina- 
tions of  buyers,  '  v.;  „1  the  btgfc  known  being  the  formation  of 
^nsumens  leagur  to  prevent  excessive  chiuves  for  food  mo- 
<«ucts  and  «9e^  iJ.*'  -"'o*  mmx%  of  aE  klndk 
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Trnnn>orUai<mandC<mmumeation. 

The  importance  of  traaiportation,  both  by  water  and 
rail,  as  a  factor  in  our  national  economic  life  cannot  be  over- 
estimated. To  say  that  the  steel  bands  connecting  the  Pacific 
with  the  Atlantic  are  the  great  arteries  of  the  nation  by  means 
of  which  its  life  blood  circulates,  is  no  overdrawn  figrure  of 
speech.  Canada  as  it  now  exists,  with  its  vast  domains  and 
wonderful  naturel  resources  in  process  of  development,  would 
be  an  impossibility  without  its  great  transportation  system. 
It  is  generally  agreed  that  our  present  civilization  could  rot 
have  been  attained  except  through  the  division  of  labor ;  and 
it  is  equally  true  that  the  principle  of  the  division  of  labor 
could  never  have  been  applied  on  other  than  the  moat  meagre 
lines  had  it  not  been  for  the  growth  of  transportation.  And  in 
studying  our  transportation  system  we  must  not  overlook  the 
wonderful  asset  we  possess  in  our  natural  and  artificial  chain 
of  waterways.  Largely  through  the  possession  of  this  magni- 
ficent system  of  waterways  has  Canada's  trade  and  commerce 
been  developed,  and  Montreal  been  made  the  most  important 
grain-shipping  port  on  the  North  American  continent. 

Qtiestions  for  Review. 

1.  Could  we  have  any  exchange  by  using  barter  alone? 
Could  the  exchange  system  be  as  complex  as  it  is  to-day  if  we 
(1  pended  upon  barter  alone?  Would  the  productive  process 

be  as  eflficient? 

2.  Can  you  cite  any  cases  of  barter  being  used  to-day? 
What  difficulties  of  a  system  of  barter  are  overcome  by  the 
use  of  money? 

3.  What  is  money?  Must  money  have  value?  Has  gold 
coin  value  because  it  is  money,  or  is  it  money  because  it  has 
value? 

4.  It  has  been  said  that  the  functions  of  money  are  to 
serve  as  (a)  a  medium  of  exchange;'  (b)  a  standard  (common 
denominator)  of  value;  (c)  a  standard  of  deferred  payments. 
Explain  why  each  of  these  functions  is  useful  and  cite  cases 
where  money  performs  each  of  these  functions. 

5.  If  half  the  money  of  a  country'  were  suddenly  to  disap- 
pear, would  the  wealth  of  the  country  be  diminished? 

6.  Why  is  gold  more  stable  in  demand  than  most  com- 
modities ? 

7.  Define  credit.  What  is  meant  by  book  credit?  drafts? 
promissory  notes?  bills  of  exchange? 

8.  Shew  how  each  of  these  credit  devices  may  perform 
monetary  functions. 
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9.  I8  credtt  capital?  Does  it  really  add  to  the  sum  total 

merely  make  posdUe  a  better 

utilization  of  goods  that  already  exist?       *~***»''  • 

«««^!?  .i^°K ^^^^^^  1?^**  «  surplus  of  economic  goods 

E?  *  unmediate  needs  had  previously  been  aoramn- 

o„«,^J"  Tp^^^i^  quickens  the  productive  process."  Do  you 
agree?  If  so,  in  what  way  does  it  do  so? 

12.  When  people  congregate  at  a  certain  place  and  ex- 
mariSt?       ^  ****  ^  constitute  a 

13.  Is  the  retail  grocery  store  a  market?  For  whom?  Is 
the  place  the  market?   If  not,  what  is? 

T  grocery  store  a  market?  For  whom' 

Is  the  place  the  market?  Suppose  this  wholesale  grocery  has 
no  stock  on  hand  but  consists  merely  of  an  office,  an  office  force 

."Hf""     conimunlcation  with  importers  and  pSducers 
and  consumers,  is  it  a  market? 

«f.;?^'  .^^^1       ^l^f^  ^  raarltet  do  you  mean  the 

retailers'  market?  wholesalers'  market?  importers'  ^ketl 

If  8o!for  whSS?''  ^'^"^  ■  ^  »  P"*»«  exchange? 

•  development  of  transportation  methods 

JLIK"?!:?^ °^  indust^T?  (6  spS^ 
Won?  (c)  distribution  and  concentration  of  population' 

tor«  by  examples  the  effect  of  the  following  fao- 

tors  on  the  location  of  railways:  (o)  watercourses;  (6)  mov^ 
tarns;  (r)  climate  conditions;  (rf)  seaports. 

--♦J^U^*^®  Canadian  railways  in  general  foltewed  or  di- 
rected the  course  of  settlement  of  the  country? 

19.  Railway  competition  assumes  a  great  variety  of  fomKi 
^nZJ^?f7  the  business  of  a  railway  might  be  threatened  byThe 
competition  of  (a)  a  parallel  railway  line;  (6)  a  roundabm.* 

Q»*«#«oii»  f»9ttjrfti9  WrUtm  Aruwen. 

20.  (o)  In  what  way  has  money  facilitated  the  modem 

^^TfiT/^t'^'i  J^J  Si^  ."''y  it  be  said  thaT credit  fs  S 
a  refined  state  of  barter"?   (c)  Why  should  sound  credit  al- 
ways be  based  upon  goods?  ^teuu  ai 

H?"  What  is  the  difference  between  the  local  market 
and  the  world  market?  (6)  Where  is  the  market  ttat^b- 
hshes  the  price  of  wheat?   (c)  What  is  the  reuSTb^tm 
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the  export  supply  of  wheat  and  the  determination  of  the  price 
the  wheat  in  Canada? 

22.  (o)  What  is  meant  by  saying  that  railways  are  mono- 
polies? Why  should  the  government  appoint  a  Commission  to 
supervise  the  making  of  railway  rates?  (c)  To  what  extent 
have  the  Canadian  railways  been  responsible  for  the  develop- 
ment of  the  country? 

23.  Have  you  any  difficulties? 


LESSON  VIII. 

Value  and  Price. 

The  Nature  of  Market  Value. 

The  nature  of  market  value  has  already  been  briefly  touch- 
ed upon;  but  for  purposes  of  clearness  of  thinking,  it  will  be 
necessary  to  consider  somewhat  carefully  several  conditions 
affectmg  the  emergence  of  value  in  any  commodity  in  the  mar- 

^.I"  the  first  place  it  should  be  noted  that  there  is  a  wide 
distinction  between  value  in  itself  and  utility.  When  it  is  said 

f  i".*^®  economic  sense  is  valuable,  what  is  meant  is 

that  the  good  is  not  merely  useful,  but  that  it  has  also  power  of 
exchange  m  the  market.  Innumerable  useful  commodities 
possess  no  value— that  is  power  of  exchange— in  the  economic 

Let  it  be  well  understood  that  value  is  not  inherent  in  a 
good  in  the  same  sense  that  the  qualities  of  a  good  are  inher- 
«it  to  It.  Value  merely  expresses  the  relation  in  which  one 
good  exchanges  for  another.  This  power  of  exchange  is  the 
essential  characteristic  of  market  value,  hence  we  may  define 
market  value  as  "the  ratio  of  exchange  between  one  good  and 
any  other  ffood  whatsoever,  quantitatively  expressed.*  It  will 
be  thus  evident  that  it  is  impossible  to  conceive  of  a  genera 
rise  or  fall  in  the  leve  of  value.  On  the  other  haS.  thSe  can 
be  a  general  rise  or  fall  in  the  level  of  prices.  Price  in  the  last 
analysis  is  nothing  more  or  less  than  the  ratio  of  exchange  bl 
^n!fu,.l^vf^'"  ^^oo'ipodity  namely  gold,  and  any  other  com- 
modify  whatsoever.  It  can  be  thus  readily  understood  that  any 
fact,  or  influence,  or  condition,  tbat  affects  either  the  product 
tion  or  consumption  of  gold  on  the  one  hand,  or  the  prodSn 
or  consumption  of  goods  on  the  other,  will  affect  prices  ?S 

;  tel^d^'^V^i  V,  T'^  r'^'r^'  «^  ^"'d  KolZ  ^iM  be 
altered.  This  is  an  important  fact  to  be  kept  in  mind  in  deal- 
mg  w^th  the  problem  of  the  cos!  of  living.  It  indSs  deariv 
that  any  factor  or  force  that  alf  ..>ts  in  any  ^ITe^hSSlt 
market'priSS:'  *  ^^'^^^  ^  rS:ir^i^i  in 

Relation  of  Utility  to  Fa2tt«. 

hiif  vtf„Jl«  ^^flfn'  5s  a  necessary  condition  of  value. 
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In  the  first  place,  it  should  be  noted  that  there  is  little  or 
no  cause  to  expect  that  the  sum  total  of  human  wants  will  ever 
be  satisfied.  As  the  primary  appetites  and  desires  are  satis- 
fied, there  arise  new  desires,  so  that  the  actual  increase  of  these 
desires  tends  of  itself  to  create  further  demands.  By  the  pow- 
erful influence  of  habit  the  desire  becomes  a  taste  and  the  taste 
quickly  passes  into  an  absolute  want.  In  addition  to  the  prim- 
ary appetites,  which  man  shares  with  the  inferior  animals, 
man  has  also  in  a  peculiar  degree  various  desires  which  are 
only  conceivable  with  reference  to  abstractions,  and  result 
from  operations  of  the  mind.  By  the  aid  of  memory,  which 
recalls  the  past,  and  of  imagination  which  represents  the  dis- 
tant, the  absent  and  the  future;  and  of  reason,  which  exercises 
judgment  upon  the  utility  of  an  object,  and  upor  the  means  of 
obtaining  it,  man  forms  desires  and  habits  concerning  himself, 
his  family,  and  his  property.  As  civilization  advances,  these 
desires  are  wonderfully  multiplied  and  become  more  complex 
in  nature. 

Certjv.T  very  obvious  consequences  flow  from  the  nature 
of  human  wants.  Here,  in  large  part,  is  the  "why"  of  the  end- 
less variety  and  increasing  struggle  of  our  modem  industrial 
society.  The  following  principles  which  apply  to  the  satisfac- 
tion of  human  wants  should  be  carefully  observed:  (1)  Pro- 
vided no  change  occurs  in  the  consumer,  and  provided  time  for 
physical  recuperation  from  stimuli  is  not  permitted,  any  single 
want  is  capable  of  being  sated.  As  added  units  of  the  desired 
good  are  consui.ied,  a  continued  diminution  of  satisfaction  per 
unit  occurs.  Sooner  or  later  the  point  of  satiety  is  reached. 

This  principle  explains  why  an  increase  of  the  supply  of 
goods  on  the  market,  with  other  things  remaining  the  same, 
causes  a  decrease  in  prices.  This  decrease  merely  registers 
the  diminishing  utility  of  the  good  to  consumers  in  general, 
through  the  increased  supply.  (2).  A  second  important  prin- 
ciple, with  reference  to  the  nature  of  demand  is  that  the  present 
estimation  of  the  utility  of  a  future  good  is  less  than  the  pre- 
sent estimation  of  the  utility  of  a  present  good  assuming  no 
change  in  either  the  quantity  or  the  quality  of  the  good.  If 
you  were  asked,  for  example,  whether  you  would  prefer  to  re- 
ceive an  ounce  of  gold  to-day  or  three  years  hence,  your  deci- 
sion would  be  to  receive  it  to-day.  There  are  uncertainties  in 
life,*  you  might  not  live  the  three  years,  your  wants  might 
change.  Of  course,  if  you  were  offered  a  bottle  of  wine,  you 
might  prefer  to  receive  it  three  years  hence ;  for,  in  that  case, 
the  wine  would  have  improved  with  age.  Notice  carefully, 
however,  that  the  wine  would  not  be  the  same  goud  as  the  one 
which  v/as  offered  to  you  at  the  present  time.  The  greater  at- 
traction of  a  present  good  over  a  future  good  arises  only  wh«i 
considering  a  good  of  like  kind  •  nd  quality. 
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-  ^  ^  that  a  man's  estimate  of  the  satisfaction 

a  good  will  yield  IS  continually  shifting.  Advertisements,  per- 
sonal  appeals,  books— a  thousand  and  one  things,  trivial  or  im- 
portant, may  change  the  nature  of  his  demand.  With  a  lapTe 
of  time,  the  case  IS  even  more  striking.  We  chanp.,  as  a  result 
of  eveiT  factor  of  our  environment  by  education,  by  travel,  by 
association,  even  by  the  very  process  of  consmnta/goods 
.  caters  to  wants,  it  follows  that  there  will  be 

industry :  and  that  a  person  engaged  in 


sunplymsr  the  means  of  satisfaction  of  wants,  will  assume 
risks  and  chances  quite  independent  of  climate,  fire  or  acci- 
dent. It  dops  not  sux  prise  us.  therefore,  to  find  that  men  must 
be  rewarded  to  induce  them  to  incur  business  risks. 

"whJ"  of  w«nl^  Tu'?*".'"'"  economist  to  investigate  the 

fh^Jth  Jy      ■  T^V/  ^  problem  for  the  psychologist  rather 

"'^y  are.  the  result  of  in- 

Re  th«;  r  i^'-  '""'^S^i^t'^P'  habits  and  a  thousand  other  thing!, 
thaf  rti  wL"2?^'  ««iificant  thin«r  for  the  economist  is 
that  the  motivation  of  economic  actions  is  to  be  found  in  wants. 

^.s  irante  differ  in  kind  and  degree,  so  goods 
differ  in  their  power  to  gratify  wants.  This  ex- 
plains in  part  the  intensity  of  the  desire  for  differ- 
ent goods.  It  shonld  he  observed,  however,  that  the 
mere  de:.ire  for  goods  does  not  constitute  an  econo- 
mic demavd  for  them.  Demand  is  the  desire  for 
ezekange  ^'^'^  ^       something  in 

Relation  of  Supplj  to  Value. 

Some  economists  have  attempted  to  prove  altoirether  ton 

that  utility  is  the  determining  factor  in  fixing  the  value  or  tha 
price,  of  a  commodity  in  the  market.  The  sSppfy  ho4v»/^ 

iS^''GSfm\"i£i?^JT-^".^     explainTnTthe  vaTe-o'f  a 
«Doa.  Lroods  may  be  divided  nto  two  ereat  classp«»    (n\  M^r, 

ffiTorks'of  ai?\T"'"^^''^^  Ss- 
^nVhl  «Tk  •  general  all  such  goods  as  are  in- 

^fHpHl     ^^?v5  ^".P''c«ted,  whether  because  of  nahiral  JS- 
strictions  or  otherwise.   In  the  case  of  this  class  of  Sods  tlw 
wai  riS^  In'thTfjJ explains  the  hei^St  to  whifh^vIlSe: 
hi^nS^H.^  '^'^''l  those  goods  that 

SL  th^?r^.riff/''T'^  ^  "monopoly  secures  control  of 

cost  ot  production,  which  condition? the^duS^Xupu'y  Ss 
at  least  as  much  to  do  with  detern^Srt  4ff  M  S 
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intensity  and  the  extent  of  the  demand.  In  other  words,  any 
force  or  factor  or  condition  that  affects  either  the  demand  or 
the  supply  of  goods  will  tend  to  influence  their  market  value. 
A  full  analysis  must  be  made  of  the  factors  determining  the 
supply,  and  of  the  factors  that  bear  upon  the  demand,  before 
any  reasonable  explanations  can  be  given  of  market  values  and 
prices.  It  should  be  borne  in  mind,  however,  that  this  gives  no 
explanation  of  the  cause  of  value ;  it  merely  points  to  the  fac- 
tors that  must  be  considered  if  we  are  to  get  any  light  on  the 
question  of  why  prices  are  as  great  or  as  small  as  they  happen 
to  be  in  the  market.  Jt  yet  remains  for  us  to  consider  the  con- 
ditions under  which  value  arises  at  all,  in  the  first  pjwe,  in  an 
economic  good. 

Co8t  of  Production  and  Value. 

We  are  not  so  much  concerned,  however,  with  the  causes 
which  give  rise  to  market  value  in  a  good  as  with  the  forces 
that  determine  the  extent  of  its  value.  In  other  words,  it  does 
not  matter  so  much  whether  labor,  for  example,  accounts  for 
the  value  in  a  good  as  it  does  to  understand  under  what  condi- 
tions labor  has  any  value  at  all,  or  what  detprmines  the  extent 
of  its  value.  In  other  woro's,  the  important  aspect  of  the  value 
problem  is  to  know  precisely  what  determines  the  rate  of 
wages  (the  value  of  labor),  what  determines  the  rate  of  inter- 
est (the  value  of  capital  for  a  period  of  time),  or  what  deter- 
mines the  rent  of  land  (its  value  per  annum) .  The  great,  cen- 
tral economic  problem  is  co  discover  how  the  annual  product 
of  society  is  distributed  among  the  several  factors  of  produc- 
tion as  wages,  interest  or  rent,  or  whatever  other  form  a  share 
may  assume. 


The  Value  Causal  Sequence. 

Nevertheless,  in  order  to  investigate  the  problem  of  distri- 
bution intelligently,  it  is  necessary  to  understand  the  value 
causal  sequence.  To  put  this  in  simple  term-  ?  desir-  to 
know  whether  the  factors  of  production  give  value  to  the  pro- 
duct, or  whether  it  is  the  value  of  the  product  that  makes  the 
labor,  land  and  capital— the  factors  of  production— valuable  in 
the  economic  sense.  It  is  obvious,  if  the  value  of  a  good  is  ex- 
plained by  the  value  of  the  factors  that  produce  it— by  the 
labor  or  capital  involved— that  we  are  merely  explaining  the 
emergence  of  value  in  terms  of  previous  value.  That  is  to  say 
as  far  as  the  origin  of  value  is  concerned,  no  light  has  been 
thrown  on  the  problem.  It  is  eoually  clear  that,  if  We  explain 
the  value  of  the  factors— land,  labor,  capital  etc.— by  the  value 
ol  the  product  produced,  we  are  again  merely  explaining  value 
iJt  terms  of  itself.  How,  then,  does  vahie  arise  in  the  first  in- 
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stance?  The  conditions  under  which  value  arises  may  be 
briefly  stated  as  follows: 

Nature  has  provided  relatively  few  factors  of  production.  If 
labor,  land,  etc.,  were  unlimited  in  amount,  and  free  as  air  and 
8unli|fht,  It  IS  clear  that  all  goods  would  be  free,  because  they 
could  be  produced  in  unlimited  supplies.  But  the  factors  of 
production  being  relatively  few,  there  an  relatively  few  pro- 
ducts.  This,  taken  in  conjunction  with  the  demand  for  pro- 
ducts, gives  rise  to  the  value  (market  value)  of  the  products. 
Because  products  are  valuable,  the  factors  of  production  are 
m  demand,  and  hence  have  market  value  also.  It  is  thus  clear 
that  value  emerges  in  the  first  place  in  the  product,  and  is  »- 
fleeted,  so  to  speak,  back  upon  the  factors  that  are  used  in  the 
productive  process.  Thus,  by  this  chain  of  reasoning,  we  do 
not  explain  the  value  of  a  commodity,  in  the  first  instance,  by 
previously  existing  value.   This  makes  it  perfectly  clear  that 
the  Socialists  are  wrong  in  their  contention  that  values  arise 
because  of  the  labor  involved  i  :  the  process.  The  reverse  is 
true.  Labor  has  value  because  of  the  value  of  the  economic 
food  produced. 

The  niggardliness  of  nature  furnishes  m  with 
the  key  to  the  solution  of  the  value  problem,  as  far 
as  the  ongin  of  value  is  concerned.   If  productive 
factors— land,  capital  and  labor— were  furnished 
by  nature  in  superabundance,  as  are  air  and  sun^ 
light.it  is  evident  that  goods  could  be  produced  in 
superfluity,  and  would  be  as  free  as  tvater  and 
sunlight.  But  natv.-^c  furnishes  mankind  with  rela- 
tively few  productive  factors,  hence  there  are  rela- 
tjvehi  few  products  in  comparison  w^'\  the  demand 
for  them.   Here  value  emerges  for  the  first  time. 
It  ts  easy  to  understand  thjreafter  why  the  factors 
Of  production  acquire  value— they  are  essenVal  to 
the  creation  of  valuable  products.   All  this  applies 
tr)  reproducible  goods.   Where  goods  are  not  capo- 
ble  of  being  freely  reproduced,  are  limited  in 
amount  and  satisfy  a  human  need,  value  emerges 
at  once  m  them.  Note  carefully  that  all  this  applies 
merely  to  the  emergence  of  value.  The  extent  of  a 
goods  value  f  ano^terproMtm, 

tim,  however,  to  an  examina- 

tion  of  the  more  important  problem,  namely,  what  determines 
the  extent  of  the  value  of  a  good,  or  a  factor  of  prSffi 
In  answering  that  question  the  level  of  wages,  in^st  and 
rent  is  explained.  But  this  brings  us  into  tl»S Id  of  Sribu- 
tion  which  must  be  left  for  lateTtrntaS^  aistnbu- 
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Co^  of  ProdmHon  and  Vatue. 

As  has  been  previously  stated  some  economists  have  at- 
^'Xted  to  find  m  utility  both  the  origin  of  value  and  its  extent. 
mt  the  theory  is  not  tenable.  Both  the  demand  for  goods,  and 
^^•upply  must  be  carefully  analysed  before  any  working 
MS18  can  be  secured  as  to  the  forces  that  determine  market 
values  or  pnces. 

Among  these  forces,  bearing  on  the  supply  side,  the  most 
important  is  the  cost  of  production  in  terms  of  money  expendi- 
tare.  When  we  speak  of  cost  of  production,  however,  it  must 
be  kept  in  mind  that  it  differs  with  the  capacity  of  each  indi- 
vidual business  man.  One  man  will  succeed  on  a  large  farm, 
another  on  a  small.  One  business  man  will  operate  with  suc- 
cess a  large  industry,  another  can  make  profits  only  witl  a 
small  undertaking.  It  is  perfectly  plain  that  costs  will  di*  er 
with  different  men.  And  yet  it  remains  true  that,  with  indus- 
tries that  have  been  standardized  such  as  the  iron  and  steel, 
cotton,  woollen  and  other  industries,  the  costs  of  production, 
per  unit  of  output,  tend  to  approximate  one  another  for  the 
several  men  operating  plants  of  like  capacity.  In  these  indus- 
tries— ^monopolistic  conditions  aside — the  value  or  the  prices 
of  commodities  will,  in  the  long  run,  tend  to  equal  their  cost  of 
production.  It  must  nol  be  forgotten,  however,  that  the  forces 
ot  demand  are  also  always  operating  to  change  the  price  level. 
Temporaiy  changes  in  demand,  changes  of  fashion,  etc.,  may 
raise  ^e  level  of  prices,  for  a  time;  but  where  competition  is 
free  prices  will  gradually  tend  to  equal  the  cost  of  production. 

2"  «  Meaning  of  Cost  of  Product  :'>n. 

The  meaning  of  "cost  of  production"  has  already  been 
referred  to ;  b'lt  it  must  be  again  briefly  considered. 

Ejyenditures  for  wages,  for  interest,  for  rent  are  clearly 
costs  of  production.  But,  although  the  great  classical  econo- 
mists—Smith, Mill,  Senior,  and  others— include  in  costs  merely 
the  payment  for  the  three  great  productive  factors,  labor,  land 
and  capital,  we  know  as  a  matter  of  fact  that  there  are  many 
other  expenditures  that  a  business  man  must  make  before  he 
can  put  his  product  on  the  market,  and  all  these  must  function 
as  coats  of  production.  Among  these  are  taxes,  insurance,  pay- 
ments for  light  power,  franchises,  copyrights,  good-will,  Md 
many  others.  In  addition  to  that,  a  business  man  who  is  oper- 
ating his  own  concern  must  receive  a  payment  equal,  at  the 
yf>ry  least,  to  what  he  could  get  in  his  next  best  opportunity 
for  employment.  Professor  Davenport  has  called  this  "the 
alternative  opportunity  cost."  It  forms  what  may  be  termed 
the  necessary  share  in  profits.  After  a  business  man  luu  se- 
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l^iwiS^Ti.  ®  1*'*  °^  expensei  of  modnction, 

mcludinR  the  salary  necessary  to  keep  him  in  the  business,  any 
additional  return  may  be  called  "producer's  surplus."  or  the 
elastic  share  m  profits.  It  may  rise  or  faU;  it  may  be  wined 
out  by  competition,  and  yet  he  will  continue  to  prodnee  the 
goods  m  question  provided  he  gets  at  least  as  much  as  he  could 
secure  anywhere  else  If  this  is  borne  in  mind  the  true  nature 
^  profits  become  clear;  the  profits,  as  has  been  said,  being 
iMde  up  of  (o)  a  necessary  return  and  (6)  a  surplus  which 
may  or  may  not  materialize.  The  province,  for  example,  might 
tax  such  a  surplus  heavily,  even  to  the  extent  of  wiping  it  out: 
*^!i^^*5,fP."Ji®"'  ^''^  continue  to  operate  his  buai- 
2f«,:.!nr**!l?****^^  '^^^^^  °^  *h«  business  are  sufficient 

rA!TJi.*-'*®®*?^5r°',°P®I?*'°"  been  enumerated. 

The  Making  of  Market  Price. 

wh{«fc^L^  P^J^*?  }^  *o  consider  the  conditions  under 

'r?nmn?«f1!"»"J'*^  '°  ""'^e'  ^ree  competition, 

competition  m  the  economic  sense  means  the  absence  of  f  ric- 

i^wii  of  monopoly  conditions  and  other 

ran w      ^ ^S?"'      "''''Pt'.  *h«rt  there 

fn  the  rn*rSf *^?v,"f alwolutely  free  competition 
in  the  market— that  is,  conditions  of  buying  and  selling  where 
We  hivi^X^'  '^^^ere  there  are  no  obstacles  to  overcome, 
we  have  really  two  questions  to  consider.  First,  the  economic 
T^nlT.^  competitors ;  and  second,  the  nature  ^  tte  pSt 
or  good  about  which  competition  centres. 

Prices  Under  Free  Competition. 

ur^H^Tr^^^i^"^^  *°  ^""^^  P"^e8,  as  between  competing 
Son  in  «n  J*^'  that  can  not  remain  below  the  cost  of  p?odu<? 

^i™Jw^Ll*^"*^f';-''''^J?.*^"'*^-  competitor  is  coni 

Tr^tt^!"  the  relation  of  his  total  receipts  to  his  total  outlw. 

cess  tends  to  produce  value  equal  to  its  cost. 

hrin  J?^  ""^^'^f  that  each  unit  of  the  total  product  should 
bring  m  enough  to  pay  the  cost  for  which  that  uStftaTtf  ii 
responsible.    It  makes  no  difference  whether  one  en W-ise 

L'^h^  hv  r^"^  ''^^^^  thiSg?  are  proEd 

entrepreneur  or  business  mar.  Ewh  sepa- 
nrte  unit  tends  to  bring  such  a  price  in  the  mark  s  will  cover 
t£.'!?fH°^  production-cost  of  production  being  deun^d  rJ^S 
*e  ^outlays  that  must  be  made  to  place  a  good  upon  ttie  mw^ 


It  V,  admttted  that  there  h  no  gueh  thing  as  'o' 
^rto/  prodiictton;  for  it  is  evident  that  different 
orgmmtn  or  entrepreneurs  wiU  produce  at  differ- 


coats,  according  to  the  of-*"i^  or  capacity  of 
•aeh.  That  is  why  some  bus.  .  men  make  moie 
wan  othtra.  The  pri  e  in  the  market  for  the  goods 
ft  th«  $ame  to  each;  but  the  cost  of  production  in 
each  ease  varies.  The  amount  of  producer's  sur- 
plus— the  difference  between  costs  and  selling  price 
—mil  thus  vary  with  the  individual  producer.  Yet 
ti'herethe  production  of  goods  has  become  stand- 
ardued  —  as  in  the  cotton,  hoot  and  shoe,  woollen 
and  iron  and  steel,  industries — the  cost  of  produc- 
tion in  each  standard  plant  tends  to  approximate 
that  rn  the  others.  This  is  what  is  meant  when  it  is 
said  that,  under  f  ree  competition,  prices  in  the  long 
run  will  tend  to  equal  the  cost  of  production.  Yet 
tt  IS  recognized  that  gome  producers  will  produce 
more  cheaply  than  otkor$,  and  henet  mako  add^ 
ttonal  gains. 


Joint  CoaU  and  Market  Prieo. 

This  is  the  simplest  situation  that  may  arise,  but  it  » 
greatly  complicated  under  modem  methoda  of  production. 
T.iere  are  many  mdustries  where  it  is  almost  impossible  to 
get  at  the  cost  of  production  of  a  unit,  because  may  merely 
De  produced  as  part  of  a  larger  process.  For  example,  in  the 
meat-ppikirjf  mdustry  there  must  be  considered  the  use  that 
is  made  ot  bones,  blood,  bristles  and  hair,  as  well  as  many 
other  by-products  It  is  conceivable  that  by-products  may  he 
so^  at  less  than  their  actual  cost  of  production,  in  order  that 
some  use  may  be  made  of  them  and  that  the  business  may  pro- 
Jl«nJ^°'^  The  same  holds  true  with  regard  to  the  making 
jJ-rxJ^oii?***'  "t''*  t'^. ''"possible  to  get  at  the  actual 

Tf?^'"*^'^^  •  ^T^^""'  ^"tton,  wool,  spices  and  dia- 
monds.  It  IS  possible  that  certain  commodities  may  be  carried 
below  cost,  so  that  cars  may  be  operated  to  capacity  and  the 
business  ^ram  as  a  whole.  Hence,  it  cannot  be  said  that  in  the 
case  of  joint  costs"  of  production  that  market  prices  or  rates 
Xih^^e'  *°  ****  production 

 cases,  the  whole  cost  of  operating  the  business 

r^wJ^-^^^ir^'^^^y^^  ^""^y^^  account  must  be 

arbitrar..y  allotted.  Hence  competition  does  not  control  the 
ascribing  of  reward  (prices)  to  the  various  units  within  the 
business  as  a  whole  on  the  actual  basis  of  the  cost  of  producing 
each  unit.  That  is  cei  in  units  may  be  sold  below  their  a<J 
tuai  cost  of  production,  in  order  that  the  costs  involved  in  tin 
busmess  as  a  whole  may  be  met. 


iHViWMI^  AOTHfM. 

A  business  carried  on  largely  at  joint  cost — such  as  the 
iwckinff  industry,  or  the  railway— is  a  business  of  "increasing 
return"  within  certain  limits.  If  the  plant  has  some  capacity 
unused,  it  is  easy  to  see  that  it  is  more  wasteful  than  if  there 
were  no  such  unused  capacity.  To  pret  the  greatest  efficiency 
possible  a  plant  must  be  big  enough  to  combine  the  productive 
factors  in  the  best  possible  proportions.  When  this  point  is 
reached  the  business  ceases  to  be  one  of  "inereaslns  returns" 
and  the  special  motive  for  expan«i(»  omum. 

Gift-Throat  Competition. 

When  plants  are  run  to  full  capacity  there  is  a  tendency  to 
cut  rates  to  attract  new  customers,  while  the  freneral  level  of 
prices  is  maintained.  Sometimes  goods  are  "dumped"  into 
other  countries— it  being  possible  to  sell  part  of  the  output  at 
less  than  the  cost  of  production  because  of  the  gain  to  the  busi- 
ness as  a  whole  from  operating  to  full  capacity.  If  this  is  done 
by  all  the  comcetitors  at  once,  however,  it  is  an  economic  waste 
and  leads  to  "cut-throat"  competition.  The  total  returns  an 
forced  below  the  cost  level. 

The  Operation  of  Demand. 

It  is  evident  that  such  a  conditi<m  occurs  only  when  the 
capacity  of  the  means  of  producing  goods  is  greater  than  is 
justified  by  the  demand.  Goods  cannot  continue  to  sell  per- 
manently below  the  cost  line,  as  it  will  drive  certain  -nroducers 
out  of  business.  The  lessened  supply,  coupled  with  an  in- 
creased demand  at  the  lower  price  levels  gradually  brings 
prices  up  to  the  level  of  the  cost  of  production.  Prices  in  other 
words  tend  to  rise  as  ttie  demand  expands. 

While  the  condition  of  increasing  returns  lasts,  and  the 
tendency  of  cut-throat  competition  is  strong,  it  is  to  the  inter- 
est of  all  producers  to  prevent  it  if  possible.  Where  the  output 
is  homogeneous,  as  in  a  flour  or  a  woollen  mill,  this  can  be  done 
by  the  one  price"  principle.  Under  this  principle  each  unit 
of  a  homogeneous  product  is  charged  with  the  same  share  of 
joint-cost  outlaj^.  While  this  may  not  be  inherently  logical  in 
Itself  it  Is  brom^t  idmnt  by  bnsinesB  neoemity. 

But  where  the  product  is  heterogeneous,  and  where  the 
business  is  expanded  all  alon^  the  line  direct,  active  competi- 
tion becnmes  w{?gteful.  Prices  will  then  be  maintained  by 
potential  competition— by  the  menace  of  «Fiee*eattiBS  If  eOm 
eompetltora  Indnlge  in  this  practice.      ««"^«««  « 


.nof  w,^^  be  simply  sUted  u  follows:   Where  joint 

dact^the  business  is  homosreneous  or  heterogeneous. 

producer  is  under  the  law  of  increasinjr  return, 
the  temptation,  in  the  case  of  a  homogeneous  output  Hke  floS 

?rite  nrrnciole'"Vf'';!;°/'  f^l^f  ^iS"  "  «»t«»«ed  by  the  o^* 
price  principle.  If  the  output  la  htterofeneoos— such  as  cotton 
fibre  am.  cotton  seed^-active  competition  runs  almost  inev°t- 

to  destroy  itself. 
A  .         producer  is  working  under  the  law  of  joint 
S?i  r.n^"'        ^^^irnum  efficiency  so  that  increasing  returai 
comSet itTof  wK'*%"*'  to  indulge  cutThr™? 

52  ii  rpmn^i^  ^J*''  homoiwieous  or  heterogeneous  pro- 
of cost  ThL^,  general  price-level  tends  to  equal  that 
kL         i   .  unit  of  output  should  bear  U  ar 

bitrarily  decided  at  the  discretion  of  the  entrVpmieu?^^^ 

increasing  retumn  and  of 
t^a^y  ore  mereii/  an  application  of  the 

^^Hn^  "^^H  P'-''P^>-tioning  of  factors  in 
P^^f'on  For  each  entrepreneur,  under  given 
market  conditions- hat  is,  taking  into  considerZ 
tionthe  market  price  of  materials,  labor,  etc  ^ 
tol7n,hZ  -T*  '^"^^,1"^^^  °f      productive  fac 

-'^l**'  returns.   It  is  evnh  nt 

ti^  ^  ?„?r'"^*f  that  ideal  combiaa- 

nnfin>!  ^  '"^  the  retums,  in  proportion  to  the 
^  S'- '  T.^'"'"'-  not  properly 

,in>f;     f  decreasing  returns.  NoJifa 

u^^^X^^^t       .*«««««««-   7''ia<     why  a  railroad 
Monopoly  Prices. 

hir^J^'V^'^"'!^  the  formation  of  mergers  and  com- 

^^'^^  agreements  is  that  the  evils  resulUng  f rom  frTe 
wmpetition  are  so  great  that  recourse  must  be  hfd  Jo  soSe 
form  of  organization  that  can  control  the  output  and  thus  m^l 

fTlfi^^'Th  for  prSw  aid 

at  large.   The  economic  wastes  involved  in  "cut-thwSt"  com 

*d™>«edly  great  By  way  of  iUiSrS^the  fSl 
lowiay  case  may  be  cited.  "*«wv«w,wn  ine  loi- 

(CorUinuedinneset  BuUetin). 


